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THE AVIATION CORPORATION 


ANNUAL REPORT 

For the Year Ended November 30, 1939. 


To the Stockholders of 

The Aviation Corporation: 

Submitted herewith is the financial report of this corporation to its stockholders for the past fiscal year, including 
consolidated balance sheet as at November 30, 1939, consolidated profit and loss account for the fiscal year ended on said 
date, and separate balance sheet of this corporation’s new subsidiary, Vultee Aircraft, Inc., all as certified by this corpo¬ 
ration’s auditor’s, Messrs. Arthur Young 6? Company. 

Before making any detailed reference to these statements, it is desired that stockholders understand that this corpora¬ 
tion is not, itself, directly engaged in manufacturing or other activities which in normal years are calculated to produce 
substantial income. Its investments are in controlled manufacturing units such as its wholly owned subsidiary, Aviation 
Manufacturing Corporation, operations of which are consolidated in the parent company’s statements, or in stocks or 
other securities of non-controlled and non-affiliated enterprises, the operations of which are not reflected in our income 
statement except to the extent of income received therefrom during the current year in the form of interest or dividends. 
These investments, for the most part in the aeronautical industry, were originally made and have been maintained primarily 
with the objective of capital enhancement over a period of years rather than with the expectation of receiving substantial 
current income. Recent upward trends in quoted market values of many of these securities indicate, however, that this 
investment policy may prove remunerative to the corporation, and as these businesses become more seasoned that dividends 
should follow. 

Aviation Manufacturing Corporation has continued during the fiscal year the policy of devoting its resources 
primarily to new developments planned to enable its three divisions to take full advantage of the enlarged opportunities 
which seemed to be opening up for the sale of aircraft and aircraft accessories. This policy has required additional con¬ 
tributions of capital from the parent company and large additional investments in development and in plant facilities, 
machinery, equipment and inventories. To provide some of this additional working capital, 925,917 shares of the corpora¬ 
tion’s authorized and unissued capital stock were issued July 6, 1939, for which the corporation received $2,860,288.20 
in cash. All stockholders at the time of this offering were afforded rights to purchase new shares at the subscription price 
of $3.30 per share on the basis of one new share for every three shares held. The portion of the offered stock not pur¬ 
chased pursuant to said subscription rights was underwritten and purchased by the underwriters. 

In the last fiscal year the outstanding capital stock was further increased through the issuance in November, 1939 
of an additional 206,000 shares in payment for the assets subject to certain liabilities of Lycoming Manufacturing 
Company. The net assets so acquired were recorded on the books at a valuation of $1,133,000, equivalent to $5.50 per 
share for the 206,000 shares issued, and were turned over to Lycoming Division of Aviation Manufacturing Corpora¬ 
tion. Acquisition of the Lycoming plant will enable Lycoming Division to continue the development and manufacture of 
aviation engines and propellers through its own plant facilities rather than on leased property and increase its manu¬ 
facturing facilities. Subsequent to the sale of its assets to The Aviation Corporation, Lycoming Manufacturing Com¬ 
pany was placed in liquidation pursuant to the order of the United States District Court for the Northern District of 
Indiana. As a result of this liquidation, Aviation and Transportation Corporation will receive 28,932 of such shares and 
The First National Bank of Chicago, whose loans to Lycoming Manufacturing Company in the amount of $500,000 
were guaranteed by Aviation and Transportation Corporation, will receive approximately 52,500 of such shares, in 
settlement of said guaranteed loan. Auburn Automobile Company, of which Aviation and Transportation Corporation 
was also a substantial creditor and stockholder, is entitled to receive approximately 110,000 such shares for its invest¬ 
ments and advances for the account of the Lycoming Manufacturing Company, of which it is estimated that Auburn will 
distribute approximately 70,000 shares in reorganization. An amended plan of reorganization of the Auburn Automobile 
Company was recently filed with the United States District Court for the Northern District of Indiana, and it is antici- 
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pated that the company's reorganisation will be shortly completed. As a result of this reorganisation, if the plan now 
proposed is confirmed and consummated, Aviation and Transportation Corporation will receive a substantial portion of 
the 70,000 shares above mentioned, as well as preferred and common stock in the reorganised company in settlement of its 
present investment consisting of convertible debentures and common stock. 

In November, 1939, a new corporation, Vultee Aircraft, Inc., was organised under the laws of the State of Delaware. 
This corporation acquired from Aviation Manufacturing Corporation, as at the close of business October 31, 1939, all of 
the assets of its Vultee Aircraft Division and assumed the liabilities applicable to said division, and in payment for the net 
assets so transferred issued to Aviation Manufacturing Corporation 450,000 shares of its authorized capital stock. Aviation 
Manufacturing Corporation subsequently sold 350,000 shares of said Vultee stock to this corporation at a price of $8.50 
per share, which was the same price Vultee Aircraft, Inc., contemporaneously received for an additional 300,000 shares 
of its authorized and unissued stock sold through underwriters to the public at a price of $10 per share. As a result of 
this financing, Vultee Aircraft, Inc. received new working capital necessary to the conduct of its increased business in the 
amount of $2,550,000. The 100,000 shares of Vultee Aircraft, Inc. stock retained by Aviation Manufacturing Cor' 
poration are subject to outstanding warrants delivered to the underwriters, in accordance with which the holders of such 
warrants are entitled to purchase at any time during the year 1940 the said 100,000 shares at a net price of $10 per share. 
As a result of these transactions, the business of Vultee Aircraft, Inc. has ceased to be wholly owned by Aviation Manu' 
facturing Corporation. Its operations for the first 11 months of the last fiscal year, resulting in a net loss of $779,129.36 
from net sales of $1,266,348.64 are, however, reflected in the accompanying consolidated financial statements. 

This corporation and its manufacturing subsidiaries accordingly have entered the new year with increased resources 
and facilities for the manufacture of their products. Since our last annual report to our stockholders much also has been 
accomplished in designing new products and in obtaining customer acceptance for the same. 

Stinson Aircraft Division of Aviation Manufacturing Corporation, in the early summer of 1939, introduced to the 
market a new type 3'place, 75 h.p. low priced commercial airplane known as the Stinson 105. Actual production of the 
new plane, however, was not started until the month of June, and because of high costs attendant upon the design and 
manufacture of an entirely new model, operations of this division received no benefit therefrom during the last half of the 
year 1939. An improved Stinson 105 is now available for the 1940 market, and with continued public acceptance of the 
same it is hoped that 1940 sales of this product will show a satisfactory increase. 

In February, 1939, Stinson Aircraft Division submitted to the United States Army Air Corps, under a design 
competition, an improved design for a new type Liaison Observation airplane. On June 5, 1939, the War Department 
announced that an award had been made to Stinson Aircraft Division of approximately $1,850,000 for these airplanes. 
The actual contract, however, was not received until October, 1939, and production deliveries are not scheduled to 
commence until July, 1940. Necessarily, Stinson Aircraft Division has been put to large expense in developing and 
making available this design for Liaison Observation airplanes, and further expenses have been and are being incurred 
in acquiring manufacturing facilities, machinery, equipment and personnel to fulfill the contract terms of this order. The 
Liaison Observation airplane marks the first entrance of Stinson Aircraft Division into the field of military aircraft pro' 
curement. The first production model of this new airplane will shortly be ready for its final tests. Both the Stinson 
Liaison Observation airplane and the Model 105 now under production may have other fields of utility. 

Stinson Aircraft Division is constructing a new factory in Nashville, Tennessee, adjacent to the Municipal Airport 
of Nashville. This factory will comprise 145,000 square feet of floor space. Nashville was selected as a very satisfactory 
location for the manufacture of aircraft upon the recommendation of a competent factory locating authority, and after a 
careful investigation of many other available locations. Full cooperation has been received from the City of Nashville which 
went to considerable expense to make the factory site and certain facilities available for use of Stinson Aircraft Division. 
Advanced engineering and research will be continued in order to place and maintain Stinson Aircraft Division in an 
advantageous position to increase its volume of business. 

The Lycoming Division received a substantial amount of new orders during the latter part of the fiscal year for deliv' 
ery commencing early in 1940. The developed products of this division available for sale are the well known Lycoming 
Army and Commercial radial engine of from 225 to 300 h.p. and the small 50'75 h.p. engine, introduced late in 1938 for 
the low priced airplane market. Deliveries during the year of the radial engines decreased in comparison to the previous 
year, and did not contribute materially to the division's operations. Deliveries of the small 50'75 h.p. engine, however, 
continued regularly throughout the year and totaled approximately 760 engines for the year. Unfilled orders were on 
hand at November 30, 1939, for 1,292 engines of this type, and an additional order for 500 75 h.p. engines has been 


[53 







received since the close of the year. This small type of airplane engine previously manufactured for Lycoming Division 
by Lycoming Manufacturing Company will now be manufactured by the division for its own account, utilizing therefor 
a portion of the plant facilities acquired from Lycoming Manufacturing Company. 

During the year this division received its first production order for the new Lycoming hollow steel propeller blades 
in its smaller size, deliveries of which will commence during the ensuing year. An engine development for the United 
States Army Air Corps, which had been carried on for a number of years, was also completed, and the experimental engine 
was delivered during the year. No production order for this engine has been received, but development of an engine of 
higher horsepower, as well as larger sizes of Lycoming hollow steel propeller blades, has been continued under contracts 
with the United States Government. While Lycoming Division is also doing some subcontract work for others, substan' 
daily larger volume is necessary to make operations profitable. Such increased volume is largely dependent upon successful 
completion over a period of time of Lycoming Division’s own developments now under way. 

Total unfilled orders for Stinson Aircraft Division and Lycoming Division of Aviation Manufacturing Corporation 
amounted to $4,464,000 as at March 1, 1940, as contrasted with $419,000 on the corresponding date last year. 

During the past fiscal year Vultee Aircraft Division and its successor, Vultee Aircraft, Inc., continued a program 
having as its primary objective the development of new military airplanes adaptable to the existing market. In this period 
three new models have been developed, namely: an Advanced Trainer or Basic Combat, a Basic Trainer, and a Pursuit. 

The Vultee Advanced Trainer or Basic Combat was the first new model completed, two experimental airplanes of 
this type being constructed. The first of these was entered in the United States Army Air Corps Basic Combat competi' 
tion held May 1, 1939. No production order was obtained, but the United States Army purchased the prototype. 

The Basic Trainer, the second of the new models completed, was one of the two winners of the United States Army 
Air Corps competition for Basic Trainers held in July, 1939. An order therefor was obtained in the amount of $3,027,036. 
Deliveries are scheduled to commence in March, 1940. 

The third of the new models is the “Vultee Vanguard” designed primarily as an Interceptor Pursuit. The prototype 
has been completed and is at present undergoing performance and flight tests. A substantial order for a quantity of 
these planes has been received from a foreign government. Deliveries under this order are scheduled to commence in 
August, 1940. As a result of the foregoing program, Vultee Aircraft, Inc. had on March 1, 1940 a backlog of unfilled 
orders amounting to approximately $14,960,000 for aircraft, engines and spare parts as contrasted with $915,000 unfilled 
orders of Vultee Aircraft Division at the same date one year ago. 

During this development period your company and its subsidiaries have continued to follow the consistent policy of 
charging to expense all current engineering and experimental expense in connection with current production models and 
changes thereto. The cost of experiments on any new development is deferred either until commercial manufacture conv 
mences, when the cost is spread over production for a reasonable period, or until the development project is abandoned, 
when the deferred development cost pertaining thereto is charged off. When, in the opinion of the management, the 
amount of development expenses deferred in connection with any model is excessive, such excess is likewise charged to 
profit and loss. 

It is regretted by the management that the improved competitive position of this corporation’s manufacturing sub' 
sidiaries and the substantial increase in unfilled orders and prospective future business were not brought about in time to 
be reflected in the operating statement for the past fiscal year. Such improvement which at the time of our last annual 
report, it was anticipated, would commence in the latter months of the 1939 fiscal year, was delayed because of the fact 
that volume deliveries under the more important new contracts now in production at the plants of Vultee Aircraft, Inc. 
and Aviation Manufacturing Corporation are not scheduled to commence until the second and third quarters of this fiscal 
year. 

For the fiscal year ended November 30, 1939, net sales of manufactured products amounted to $3,301,778.75, 
compared with sales of $6,373,762.26 for the previous fiscal year. The consolidated net loss for the fiscal year amounted 
to $2,238,049.36, compared with a net profit of $187,908.82 for the previous fiscal year. This consolidated net loss, 
primarily due to the decrease of $3,071,983.51 in net sales of the corporation’s manufacturing subsidiary, reflects also a 
writeoff of $464,902.62 of deferred engineering and tool expense in connection with aircraft engine and propeller hub 
developments, a net loss from the sale of miscellaneous marketable securities amounting to $80,813.80, and a provision 


[ 6 ] 





for Federal Income Taxes of $54,326.82 applicable to said year. It does not take up in the consolidated income statement 
a large taxable profit realized by the Aviation Manufacturing Corporation on the sale of the assets of Vultee Aircraft 
Division to Vultee Aircraft, Inc. and the subsequent sale to this corporation of a portion of the Vultee Aircraft, Inc. 
stock received therefor, although such profit under the income tax laws is taxable to Aviation Manufacturing Corporation, 
and reserve for the payment of the resulting taxes has necessarily been provided. 

In a period of rapidly expanding business and orders, and especially under the stimulus of the military procurement 
demands of a world engaged in or threatened by war, one of the most serious problems faced by the management has been 
the retention of trained and competent executives. In this situation, your management instead of increasing fixed salaries 
has favored the policy of assisting its executives to participate in future potential profits through stock options and the 
ownership of stock of the corporation by which they are employed, and in line with this policy has approved the reservation 
by its subsidiary, Vultee Aircraft, Inc., of 37,500 shares of its authorized and unissued capital stock for sale to officers, 
directors, and supervisory executives of the corporation. This stock will be optioned for sale during the three year period 
commencing January, 1940, at a price of $10 per share, and in accordance with allotments and upon terms and condi' 
tions approved or to be approved by the directors of Vultee Aircraft, Inc. Options upon 26,000 shares of said Vultee Air' 
craft, Inc. stock have already been granted. 

In addition to the authorized and unissued stock so reserved by Vultee Aircraft, Inc. for sale to its own officers and 
executives, this corporation has set aside 24,000 shares out of the total of 350,000 shares of the outstanding capital stock 
of Vultee Aircraft, Inc. now owned by this corporation and has granted to certain of its own officers and to officers and 
employees of Aviation Manufacturing Corporation options to purchase said 24,000 shares at a price of $10 per share at any 
time prior to January 1, 1942, and in accordance with allotments made by the directors of this corporation. The Aviation 
Corporation acquired the 350,000 shares of Vultee Aircraft, Inc. stock now owned by it from its subsidiary, Aviation 
Manufacturing Corporation, which received in all 450,000 shares of Vultee Aircraft, Inc. stock in consideration of the 
transfer to Vultee Aircraft, Inc. as at October 31, 1939 of the net assets of its Vultee Aircraft Division. Book value of said 
assets amounted to $3.05 per share, which was accordingly the cost of said shares to Aviation Manufacturing Corporation. 
Vultee Aircraft, Inc. subsequently sold 300,000 shares through underwriters to the public at $10 per share for which 
Vultee Aircraft, Inc. received $8.50 per share in cash. The price of $10 per share, at which the options referred to have 
been granted, is in excess of the book value and was approximately the market value of the Vultee Aircraft, Inc. stock at the 
date of the granting of the options referred to. 

The management desires that all stockholders be made fully cognizant of the foregoing action of the directors and the 
policy which has prompted the same. It is anticipated that this conservative policy will meet with the general approval of 
the stockholders of this corporation. 

In addition to the certified financial statements, there is also submitted herewith a summary description of our principal 
investments in non'control led enterprises in the management of which we have no participation. These investments have 
been maintained substantially as in the preceding year. 


By order of the Board of Directors. 

VICTOR EMANUEL, 

President. 

Dated at New York, N. Y., 

March 16, 1940. 








THE AVIATION CORPORATION 
CONSOLIDATED BALANCE 


ASSETS 


Current Assets: 

Cash in banks and on hand. 

Marketable securities, at cost (market quotations—$162,995) — 

New York Shipbuilding Corporation—15,000 shares of founders stock 
U. S. Treasury—$5,000 principal amount 3*4% bonds, due 1944^6. . 


Notes and accounts receivable— 

Trade . 

Sundry (including $12,005.56 due from officers and employees) 


Less: Reserve for doubtful items. 

Due from Vultee Aircraft, Inc. 

Accrued interest receivable. 

Inventories, valued at cost (less provision for obsolescence), which approximates 
market— 

Materials, parts and supplies. 

Work in process . 

Finished product. 

Total current assets. 


$ 119,560.00 
5,100.00 


$ 367,078.95 
33,452.40 

$ 400,531.35 
42,963.74 


$ 659,536.93 
395,149.51 
231,158.85 


Other Notes and Accounts Receivable, Partly Secured (less reserve— 
$51,797.11) . 


Investments (Note 1) : 

American Airlines, Inc—$3,294,300 principal amount five year 4^2% debentures, 
due July 1, 1941, at cost— 

Convertible (Note 2) . 

Nonconvertible (paid in full in December 1939). 

Vultee Aircraft, Inc.—450,000 shares of capital stock (see balance sheet and pro 

forma balance sheet attached) (Note 3). 

Sundry aeronautical securities, at values determined by Directors at December 31, 
1932 with subsequent additions at cost— 

Pan American Airways Corporation—135,194 shares of common stock (market 

quotation—$1,909,615) .. 

Roosevelt Field, Inc.—60,000 shares of common stock (market quotation— 

$105,000) . : . 

Sundry unlisted securities, at cost or nominal values. 


$2,422,112.50 

872,187.50 

$3,294,300.00 

1,373,319.65 


691,235.00 

30,000.00 

28,779.10 


Fixed Assets, at Cost: 

Land . 

Buildings and improvements. 

Machinery and equipment. 

Office furniture and equipment. 

Less: Reserves for depreciation... 
Patterns, dies and jigs, less amortization 
Construction work in progress. 


$ 323,188.94 
1,610,900.74 
42,741.97 

$1,976,831.65 

597,558.97 


Property and Equipment Leased to Others, at Values Determined by Directors 
at December 31, 1932 (Note 4). 


Prepaid Taxes, Insurance, Etc. 

Deferred Engineering and Experimental Expenses (including $513,494.56 applu 

cable to new products under development). 

Patents and Licenses, at Cost, Less Amortization. 


$ 55,400.00 


1,379,272.68 

182,731.77 

65,412.19 


Trade Name 


$ 1,769,652.11 
124,660.00 


357,567.61 

65,780.23 

63,697.13 


1,285,845.29 
$ 3,667,202.37 

270,158.78 


5,417,633.75 


1,682,816.64 

339,026.04 

39,437.28 

608,500.48 

50,882.65 

25,000.00 

$12,100,657.99 
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AND SUBSIDIARY COMPANIES 
SHEET AT NOVEMBER 30, 1939 

LIABILITIES, CAPITAL STOCK AND SURPLUS 
Current Liabilities: 

Accounts payable—trade creditors, etc. 

Accrued taxes (including income taxes). 

Sundry accrued expenses. 

Customers’ deposits. 

Purchase money obligation. 

Total current liabilities. 

Reserve Against Properties and Contingencies (no change during year). 


Capital Stock, Par Value $3 Per Share: 

Authorized —5,000,000 shares 

Issued —3,962,958 shares. $11,888,874.00 

Less: Held in treasury— 53,291 shares. 159,873.00 

Outstanding —3,909,667 shares. 


Surplus: 

Capital surplus— 

Balance at November 30, 1938. $ 

Add: 

Excess over par of cash received on sale of 925,917 shares of capital stock, less 
underwriters' compensation ($195,237.90) and sundry expenses 

($69,128.63) in connection therewith. 

Excess over par of net assets received on issuance of 206,000 shares of capital 
stock, less sundry expenses ($17,967.86) in connection therewith. 

Balance at November 30, 1939. $ 4,650,324.68 

Earned surplus (deficit) since December 31, 1932 (Note 1)— 

Balance at November 30, 1938. $2 t 9S3,064.88* 

Add: Consolidated net loss for the year ended November 30, 

1939 (per statement attached). 2,238,049.36 

Balance at November 30, 1939. 5,191,114.24* 

Contingent Liabilities (Note 5) 


4,139,883.97 

13,408.57 

497,032.14 


* Deficit. 


See explanatory notes attached hereto. 
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$ 316,248.56 

112,100.72 
77,804.93 
34,701.20 
42,600.00 
$ 583,455.41 

328,991.14 


11,729,001.00 


540,789.56* 


$12,100,657.99 




































THE AVIATION CORPORATION AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF PROFIT AND LOSS 
For the Year Ended November 30, 1939 


Net Sales . 

Cost of Sales (excluding depredation, amortization and taxes aggregating 
$275,767.12) ..... 


$3,301,778.75 

3,223,960.78 

Gross Profit from Operations Before Depreciation, Amortization and 
Taxes . 


$ 77,817.97 

Other Income: 

Interest earned . 

Dividends received (in cash). 

Income from property and equipment leased to others. 

Cash discounts, recoveries, etc. 

$163,957.82 

827.00 

48,063.95 

35,375.30 

248,224.07 



$ 326,042.04 

Expenses: 

General and administrative. 

Selling and advertising. 

Engineering and experimental (principally applicable to production during year) . 
Taxes, other than income taxes. 

$679,626.25 

447,125.48 

392,645.10 

178,362.03 

1,697,758.86 



$1,371,716.82* 

Other Deductions: 

Interest paid . 

Miscellaneous . 

$ 4,884.67 

15,496.79 

20,381.46 

Depreciation and Amortization of Fixed and Intangible Assets. 


$1,392,098.28* 

245,907.84 

Consolidated Net Loss Before Extraordinary Items Below. 


$1,638,006.12* 

Extraordinary Items : 

Write-off of deferred engineering and experimental expenses and patterns, dies and 
jigs applicable to models on which production orders are no longer anticipated. . 

Loss on sales of securities (net). 

Provision for Federal income tax (Note 6). 4 . 

$464,902.62 

80,813.80 

54,326.82 

600,043.24 

Consolidated Net Loss for the Year Ended November 30, 1939 (Note 3) . 


$2,238,049.36* 


* Loss. 

See explanatory notes attached hereto. 





































THE AVIATION CORPORATION AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED STATEMENTS 
at November 30, 1939 

Note 1: 

The Corporation has followed consistently the accepted accounting principle of including in its accounts appreciation of any 
of its assets only when actually realized and accordingly the appreciation (as yet unrealized) that has occurred in its investments 
has not been reflected either in the value carried for the investments or in the earned surplus (deficit) and profit and loss accounts. 

The indicated market values of the Corporation's principal investments (which are not necessarily the amounts realizable on 
immediate sale) exceeded the corresponding book values in the following amounts: 

At Nov. 30, 1938 At Nov. 30, 1939 


American Airlines, Inc.—$2,422,112.50 principal amount of convertible debentures 
(based on November 30, 1938 and 1939 market quotations for American Airlines, 
Inc. common stock—see Note 2). 

$1,550,152.00 

$4,602,013.75 

Vultee Aircraft, Inc—450,000 shares of capital stock (based on price of $8.50 per 
share at which Vultee Aircraft, Inc. sold 300,000 shares to underwriters on January 
12, 1940—see Note 3). 


2,451,680.35 

Pan American Airways Corporation—135,194 shares of common stock (based on 
November 30, 1938 and 1939 market quotations). 

1,742,257.00 

1,218,380.00 


$3,292,409.00 

$8,272,074.10 


indicating a net increase in unrealized appreciation of $4,979,665.10 during the year ended November 30, 1939. 

Note 2: 

These debentures are convertible into common stock of American Airlines, Inc. at the basic conversion price of $12.50 per share. 
The debentures are not publicly traded or quoted but the published market quotation for American Airlines, Inc. common stock at 
November 30, 1939 was $36.25 per share at which price the 193,769 shares into which the debentures are convertible would have 
an indicated market value of $7,024,126.25. 

If, under the Civil Aeronautics Act of 1938, the conversion of this Corporation's American Airlines, Inc. debentures into 
common stock (which would constitute approximately 34% of the total of said common stock) would constitute the acquisition by 
this Corporation of control of American Airlines, Inc., ownership of the stock so acquired could not lawfully be retained without 
the approval of the Civil Aeronautics Authority. 

Note 3: 

Vultee Aircraft, Inc., which was incorporated on November 14, 1939, acquired all the assets and business of Vultee Aircraft 
Division of Aviation Manufacturing Corporation (a subsidiary of The Aviation Corporation) as of October 31, 1939. In consider' 
ation therefor, Vultee Aircraft, Inc. assumed the liabilities of Vultee Aircraft Division as of October 31, 1939 and issued to Aviation 
Manufacturing Corporation 450,000 shares of capital stock. The stock so received by the latter company was set up on its books 
at $1,373,319.65 (or approximately $3.05 per share) representing the book value at October 31, 1939 of the net assets transferred 
to Vultee Aircraft, Inc. 

On November 30, 1939 Aviation Manufacturing Corporation sold 350,000 shares of Vultee Aircraft, Inc. capital stock to its 
parent. The Aviation Corporation. Although all of the capital stock of Vultee Aircraft, Inc. issued and outstanding at November 
30, 1939 was owned by The Aviation Corporation or Aviation Manufacturing Corporation, Vultee Aircraft, Inc. has not been con' 
solidated in the foregoing consolidated balance sheet in view of the negotiations commenced in November 1939 and consummated 
on January 12, 1940 on which date Vultee Aircraft, Inc. sold for cash to underwriters 300,000 shares of its previously unissued 
capital stock at $8.50 per share. As a result of this sale the ownership of Vultee Aircraft, Inc. by The Aviation Corporation and 
Subsidiary Companies was reduced to 60% and further reduction in ownership will result if Vultee Aircraft, Inc. capital stock is 
purchased by optionees or warrant holders under the following arrangements: 

(a) On November 15, 1939, Vultee Aircraft, Inc. reserved 37,500 shares of its unissued capital stock for sale at $10 per share 

to its officers and executives and options on 26,000 of such shares were allotted to certain officers and directors. (See 
Note 2 to Vultee Aircraft, Inc. balance sheet.) 

(b) Since the close of the fiscal year certain officers and employees of The Aviation Corporation and Aviation Manufacturing 

Corporation were granted options to purchase at $10 per share 24,000 shares of Vultee Aircraft, Inc., capital stock 
owned by The Aviation Corporation. These options are exercisable at any time prior to January 1, 1942. 

(c) On January 12, 1940, in connection with the sale by Vultee Aircraft, Inc. to underwriters of 300,000 shares of its pre' 

viously unissued capital stock, Aviation Manufacturing Corporation delivered to such underwriters warrants to purchase 
at $10 per share 100,000 shares of Vultee Aircraft, Inc. capital stock owned by it, such warrants, which are in bearer 
form, to be void after December 31, 1940. 
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THE AVIATION CORPORATION AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED STATEMENTS 

at November 30, 1939 (Continued) 


Note 3 (continued): 

The foregoing consolidated profit and loss statement includes the operations of Vultee Aircraft Division of Aviation Manufac* 
turing Corporation for the eleven months ended October 31, 1939 which resulted in a net loss of $779,129.36 from net sales of 
$1,266,348.64. The operations of Vultee Aircraft, Inc. resulted in a net loss of $63,858.07 from sales of $72,510.55 for the month 
of November, 1939, which loss is not reflected in the consolidated profit and loss statement. 

Note 4: 

Properties included herein at approximately $80,000 are in process of sale as a result of options exercised as of December 31, 
1939. The sales price of the properties is payable at the rate of $44,000 per annum through 1956 and it is the intention of the 
Company to include the profit on this transaction only as it is realized by the payment of these installments. The contract gives the 
purchasers the right of discount at any time at the rate of 4% per annum, which right, if it had been exercised at December 31, 
1939, would have resulted in a realization by the Company of approximately $545,000 as the sales price at that date. 

Note 5: 

Contingent liabilities — 

There is no litigation pending or other known contingent liability which, in the opinion of Counsel for the Corporation, will 
result in any material liability to the Corporation or its subsidiary companies. 

Note 6: 

The provision for Federal income tax arose from the sale of the net assets of the Vultee Aircraft Division for stock in Vultee 
Aircraft, Inc. which resulted in a taxable profit in excess of the loss from other items although no profit is recorded in the consoli' 
dated accounts in respect of this transaction. 






VULTEE AIRCRAFT, INC. 

BALANCE SHEET AT NOVEMBER 30, 1939 AND 
PRO FORMA BALANCE SHEET AS OF NOVEMBER 30, 1939 

ASSETS 


$285,771.69 

184,211.77 

100,000.00 


$ 28,500.00 

229,517.76 

191,682.42 

24,504.58 

111,721.66 


Current Assets: 

Cash in banks and on hand. 

Accounts receivable (including $4,099.12 due from 

employees) . 

Inventories, valued at lower of cost or market— 

Materials, parts and supplies. 

Work in process. 

Finished product (demonstration planes). 

Advance payments on inventory purchase commitments 

Total current assets. 

Fixed Assets, at Predecessor’s Cost Plus Subsequent 
Additions at Cost: 

Land .. . • • • 

Buildings and improvements (less depreciation 

$9,718.20) . 

Machinery and equipment (less depreciation 

$142,444.96) .. 

Office furniture and equipment (less depreciation 

$5,325.68) ... 

Patterns, dies, jigs, etc., less amortization. 

Construction work in progress. 

Prepaid Taxes, Insurance, Etc. 

Deferred Engineering and Experimental Expenses 
(including $311,183.91 applicable to new models for 
which no production orders had been received to 

February 15, 1940) . 

License Agreement, Less Amortization. 


Current Liabilities: 

Accounts payable—trade creditors, etc. 

Due to Aviation Manufacturing Corporation (a subside 

ary of The Aviation Corporation). 

Accrued taxes . 

Sundry accrued expenses. 

Customers’ deposits . 

Total current liabilities. 

Capital Stock, Par Value $1 Per Share (Note 2): 

Authorized—1,000,000 shares 
Issued and outstanding— 

450,000 shares. 

750,000 shares. 

Surplus: 

Paid'in surplus— 

Excess of recorded value of net assets acquired as of 
October 31, 1939 over par value of 450,000 shares 

of capital stock issued therefor. $923,319.65 

Excess of cash proceeds from sale of 300,000 shares of 
capital stock over par value thereof, less estimated 

expenses ($31,500) in connection therewith. — 

$923,319.65 

Earned surplus (deficit) — 

Net loss for month of November, 1939. 63,858.07 


Balance sheet 
at November 30, 1939 

$ 345,437.27 

43,984.23 


Pro forma balance sheet 
as of November 30, 1939 (Note 1) 

$2,863,937.27 

43,984.23 


569,983.46 

59,152.47 

$1,018,557.43 


$ 285,771.69 
184,211.77 
100,000.00 


28,500.00 

229,517.76 

191,682.42 

24,504.58 

111,721.66 


569,983.46 

59,152.47 

$3,537,057.43 


92,505.66 

678,432.08 

39,802.36 

92,505.66 

678,432.08 

39,802.36 


760,928.73 

2,699.69 

$2,500,420.29 


760,928.73 

2,699.69 

$5,018,920.29 

STOCK 

AND SURPLUS 



$ 295,589.50 


$ 295,589.50 


65,780.23 

48,020.86 

108,683.46 

672,884.66 

$1,190,958.71 


65,780.23 

48,020.86 

108,683.46 

672,884.66 

$1,190,958.71 


450,000.00 




750,000.00 


859,461.58 

$2,500,420.29 


$ 923,319.65 

$2,218,500.00 

$3,141,819.65 

63,858.07* 


3,077,961.58 

$5,018,920.29 


Contingent Liabilities (Note 3) 
* Deficit. 


See explanatory notes attached hereto. 























































VULTEE AIRCRAFT, INC. 


NOTES TO BALANCE SHEETS 

as of November 30, 1939 


Note 1: 

The pro forma balance sheet gives effect, as of November 30, 1939, to (a) the sale to underwriters for cash on January 12, 1940 
of 300,000 shares of capital stock at $8.50 per share and (b) the payment of estimated expenses of $31,500 in connection there' 
with. The net cash proceeds to the Company, estimated at $2,518,500, are to be used for payment of the amount due to Aviation 
Manufacturing Corporation, payment for additional buildings, machinery and equipment and for additional working capital required 
to fulfill orders already on hand or that may be received in the future. 

Note 2: 

On November 15, 1939, 37,500 shares of unissued capital stock were reserved for sale at $10 per share to officers and execu- 
tives and options on 26,000 of such shares were allotted to certain officers and directors. Such options may be exercised in 1940 to 
the extent of not exceeding one'third of the total stock covered thereby, in 1941 to the extent of all or any balance of the optioned 
stock which the optionee was entitled to but did not purchase in 1940 plus not exceeding an additional one'third and in 1942 
to the extent of the balance of the optioned stock not previously purchased, provided only that the optionee is living and in the 
company’s employ at the time of exercise thereof. 

Note 3: 

Contingent liabilities — 

There is no litigation pending or other known contingent liability which, in the opinion of Counsel for the Company, will 
result in any material liability to the Company. 


ARTHUR YOUNG (/ COMPANY 

1 Cedar Street 
New York, N. Y. 


To the Stockholders, 

The Aviation Corporation: 

We have examined the consolidated balance sheet of The Aviation Corporation 
and Subsidiary Companies at November 30, 1939, the consolidated statement of profit 
and loss for the fiscal year then ended, and the balance sheet of Vultee Aircraft, Inc. at 
November 30, 1939. We have reviewed the system of internal control and the account' 
ing procedures of the Companies and, without making a detailed audit of the trans' 
actions, have examined or tested accounting records of the Companies and other support' 
ing evidence, by methods and to the extent we deemed appropriate. 

In our opinion, the accompanying consolidated balance sheet and related consolidated 
statement of profit and loss present fairly the consolidated financial position of The 
Aviation Corporation and Subsidiary Companies at November 30, 1939 and the results 
of their consolidated operations for the fiscal year then ended, and the accompanying 
balance sheet of Vultee Aircraft, Inc. presents fairly its financial position at November 
30, 1939, in conformity with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 

Based on our examination of the balance sheet of Vultee Aircraft, Inc. we have pre' 
pared the related pro forma balance sheet which gives effect, as of November 30, 1939, 
to the sale to underwriters of 300,000 shares of capital stock on January 12, 1940 and 
the payment of estimated expenses in connection therewith. 

Arthur Young 6? Company 


New York, N. Y., 
February 29, 1940. 


[ 15 ] 


SUPPLEMENTAL INFORMATION 


The principal assets of The Aviation Corporation as of November 30, 1939, other than cash, its invest- 
ment in Aviation Manufacturing Corporation, and 15,000 shares of Founders Stock of New York Shipbuilding 
Corporation, and 60,000 shares of Roosevelt Field Inc. were as follows: 

An investment of $3,294,300, at par value, in V/ 2 % debentures, due July 1, 1941, of American Airlines, 
Inc., of which $2,422,112.50 are convertible into common stock at $12.50 per share, and $872,187.50 are non¬ 
convertible. Subsequent to the close of the fiscal year ended November 30, 1939, the indebtedness of American 
Airlines, Inc., represented by the non-convertible debentures above referred to, was paid in full at par plus 
accrued interest. 

This corporation also owned on November 30, 1939, 135,194 shares, or 9.57% of the outstanding stock 
of Pan American Airways Corporation. In February of this year, Pan American Airways Corporation issued 
warrants to its stockholders representing rights to subscribe, at a price of $12.75 per share, to an issue of 
shares of Capital Stock of that corporation at the rate of 5/14 of a share of such Capital Stock for each share 
previously held. Pursuant to authorization of its Board of Directors, The Aviation Corporation has exercised 
its rights and purchased an additional 48,283 shares of Pan American Airways Corporation stock for the total 
sum of $615,608.25, thus maintaining substantially the same proportionate interest as heretofore in the Pan 
American Airways Corporation. 

The Aviation Corporation also owns all of the Capital Stock of American Airplane 6? Engine Corporation, 
which has sold the properties formerly owned by it at Farmingdale and Amityville, Long Island, New York, 
payment for which is to be made at the rate of $44,000 per annum over a period of years. Although these prop¬ 
erties are carried in consolidated balance sheet at approximately $80,000, it is the intention of the company to 
take up profit on this transaction only as it is realized by the payment of these installments. The contract 
gives the purchasers the right of discount at any time at the rate of 4% per annum, which right, if it had been 
exercised at December 31, 1939, would have resulted in a realization by the company of approximately $545,000 
as the sales price at that date. 

There are also submitted herewith photographs of the Vultee Pursuit, orders for which have recently been 
received from a foreign government, and the Stinson Liaison Observation Airplane now being built for the 
United States Army Air Corps. 





Vultee s new interceptor pursuit plane, The Vanguard. A large number of Vanguards have been purchased by a foreign Government. 




The Stinson Division entered the military aircraft production field when it received a contract amounting to approximately 
$1,850,000 to build a large number of Liaison Observation monoplanes as pictured in this artist's conception. 

























